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Malaysia’s vision is to become a developed nation by the year 2020. Central 
to the fulfillment of this vision is enhancing the productivity and 
competitiveness of the country. This will involve both moving up the value 
chain into higher value-added industrialization and services, and developing 
new areas of competitive advantages. A major precondition for 
competitiveness is the availability of skilled workforce through the provision 
of education and training. The objective of this paper is to highlight some of 
the issues and challenges on education and human capital development face 
by Malaysia in her efforts to sustain her competitive advantage and fulfilling 
her development vision.  Malaysia’s educational level and system are no 
doubt among the best in the developing countries. However, there are still 
some shortcomings and rooms for further improvements. To move to higher 
value-added industrialization and services and become competitive requires a 
good education foundation and a ‘learning society’. 
 





Globalization and the information and communication technology (ICT) 
revolutions are changing the global economic pattern and the nature of 
competition among nations. Comparative advantages of nations are 
increasingly based on innovation and knowledge rather than traditional factor 
of land, cheap labour and capital. These changes make new demands and pose 
fresh challenges to Malaysia, especially in terms of human capital 
development. Malaysia’s development vision as outlined in Vision 2020 is to 
achieve a developed country status by the year 2020. Central to the fulfillment 
of this vision is enhancing the productivity and competitiveness of the country. 
Malaysia’s comparative advantage in tangible inputs such as labour and 
capital are increasingly eroded by labour surplus countries and keener 
competition for capital among emerging economies. All these demand new 
skills and knowledge to move Malaysian economy to a more sophisticated, 
higher value-added industrialization and services. How effectively Malaysia 
responds to the human capital development challenge posed by this new 
paradigm will determine her competitive role in the world economy in the 
future. The objective of this paper is to highlight some of the issues and 
challenges on education and human capital development (HCD) face by 
Malaysia in her effort to sustain her competitive advantage and fulfilling her 
development vision.  
   
The paper is organized as follows. The next section will give a brief 
account of Malaysian economic transformation, education and policies on 
HCD. The third section highlights some of the issues and challenges on 
education and HCD. The fourth section is the conclusion. 
 
2. Economic Transformation, Education & HCD 
 
Human capital refers to the stock of productive skills and technical 
knowledge embodies in labour1. A major precondition for competitiveness is 
the availability of skilled workforce through the provision of education and 
training. Education is an essential part of HCD. Education increases the 
knowledge, skills and competencies of workers and allowing them to adapt 
more easily to changing job requirement. Many studies have shown that 
educational attainment, public spending on education and lifelong learning are 
correlated positively to economic growth (Barro and Sala-i Martin, 1995; 
Aghion, 1998). The relevance of educational attainment in contributing to the 
remarkable growth and development of East Asian economies of the last three 
decades has been well documented (World Bank 1993; Asian Development 
Bank 1997). The growing importance of human capital to competitiveness was 
also reflected in the changes in the occupational distribution in OECD 
countries, where employment in high-skilled jobs grew fastest, and slowest or 
declined in the low-skilled jobs.  





The need for a good education foundation of the people has long been 
realized and has been given due attentions by the Malaysian government. 
Through education, Malaysia has managed to produce adequate supply of 
educated and skilled workforce, and this over the years has been one of the 
factors that contribute to Malaysia’s economic development as well as 
attracting foreign direct investment into the country. From merely a producer 
and exporter of primary commodities in 1957, when the nation gained 
independence, Malaysia’s economy today is quite well diversified with the 
industrial sector playing a dominant role in the development of the country. 
Malaysia had achieved a high growth rate and had been a part of the so called 
the ‘East Asian Miracle’. Amidst the backdrop of this high growth and 
economic prosperity, Vision 2020 was announced and later became the 
official development objective of the country – to achieve a developed country 
status by the year 2020.  
 
Malaysia’s Gross Domestic Product (GDP) has grown by an average of 
6.5% from 1957 -2005. As a percentage of GDP, exports of goods and 
services rose from 46% in 1970 to 123% in 2005. The per capita Gross 
National Product (GNP) of Malaysia for the year 2005 is RM17,687 
(US$5,053). According to the Global Competitiveness Index 2006 – 2007 by 
the World Economic Forum, Malaysia is ranked the 26th most competitive 
economy in the world. The crisis of 1997, however, had raised many questions 
including the sustainability of the existing industrial structure and policy. So, 
in order to enhance Malaysia’s competitive advantage as well as realizing 
Vision 2020, Malaysia undertakes efforts to transform its economy from a 
production-based economy to a knowledge-based economy (Malaysia, 2001).  
 
A particular focus on education and HRD began to be brought to the 
forefront in the early 1990s. In the Sixth Malaysia Plan (1991 – 1995), HCD 
was incorporated in one of the objective of National Development Plan to 
achieve a balanced development, i.e. through creating a productive and 
disciplined labour force and to meet the challenges in industrial development 
(Malaysia 1991: 5).  In the Eight Malaysia Plan (2001 – 2005) special 
emphasis was given to HCD as one of the initiatives towards enhancing the 
quality of the country’s human resource in line with the requirement and 
transition towards knowledge-based economy (Malaysia 2001: 87). This 
initiative is aimed at transforming a largely input-driven production-based 
economy into a productivity-driven knowledge-intensive economy. HCD is 
placed as a priority in the Ninth Malaysia Plan (2006 – 2010) by making it one 
of the five key thrusts of the plan. The second thrust of the Ninth Malaysia 
Plan is raise the country’s capacity for knowledge, creativity and innovation as 
well as the development of human capital to produce sufficient knowledge 






3. Issues & Challenges 
 
It is the human resources of a nation not its material resources, that 
ultimately determine the character and pace of its economic and social 
development. Given the current scenario of rapidly developing knowledge-
based economy, requiring highly educated and skilled workforce, the role of 
HCD is even more crucial. Competitiveness of both nations and enterprises 
will be decided on their capacity to add value to global economic products, 
services and processes (Reich, 1991). A key contributor in this regard is the 
knowledge and skills of the workforce.  There is much agreement that the 
ongoing ability of the workforce to learn and their culture for learning 
constitute a key determinant of the success in the new economy. This too will 
constitute one of the key challenges for Malaysia in her economic 
transformation towards becoming a developed country. The key agenda is to 
enhance the skills and knowledge of the Malaysian workforce to better equip 
them to face the challenges of increasingly borderless world. In terms of 
general education, there is no doubt that Malaysia’s educational level and 
system are among the best in the developing countries. However, there are still 
some shortcomings and rooms for further improvements. The following are 
some of the issues and challenges on education and HCD in Malaysia:  
 
(i)  Strengthening Basic and Secondary Education   
 
Education plays the dual roles of contributing to a person’s quality of life 
and increasing that person’s productivity. According to the World Bank, 
“Education is treated as a tool to produce efficient human capital whereby the 
society is provided with education so that they will be able to socially and 
economically contribute to an organization as well as to their country’s 
development”.2  
        
The very basic educational attainment is literacy. Basic cognitive skills 
such as literacy and numeracy are the key to individual and societal 
development. “Without basic literacy and numeracy, people’s ability to adapt 
to changing production method and technology is severely constrained”, 
(UNDP Human Development Report 1996: 105). Malaysia’s literacy rate has 
increased significantly since independence, but, the illiteracy rate was still 
quite high compared to the developed countries and even compared to the 
other Asian countries such as Singapore, Thailand, South Korea and the 
Philippines (Table 1). In 2002, Malaysia literacy rate was 88.7% compared to 
98% – 99.5% in the developed countries. This means 11.3% or about 3 million 
of the population age 15 and above cannot read and write. Malaysia’s vision is 
to achieve a developed country status by the year 2020, so, it is a bit 
discouraging that there are still people who cannot read and write in this 
Information Age.   
 
 
                                                 
2 http://www.un.org., Education From A Development and Human Rights Perspective  
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Table 1: Adult Literacy Rate in Selected Countries  2002 (%) 
Country Literacy Rate  
Malaysia 88.7 
Thailand 92.6 
South Korea  98 
Singapore 92.5 
Japan 99.5 
Philipines   91.7 
United Kingdom 99.5 
United States  99..5 
China 90.0 
Regional Average  91.4 




Table 2: Number of Population Based On Selected Education 
Attainments (2000) 




No Certificates  
10-14 78,330 29,966 2,396,819 
15-19 665,600 29,883 613,771 
20-24 1,388,071 32,790 324,613 
25-29 1,504,775 39,584 390,461 
30-34 1,463,257 59,255 439,869 
35-39 1,414,813 82,279 525,486 
40-44 1,238,449 107,720 626,892 
45-49 966,820 116,609 588,354 
Total  1,0576,,671 1,492,808 8,104,681 
Source: Department of Statistics Malaysia, Educational & Social Characteristics of 
Population, Malaysia Population & Housing Census 2000  
Note:  
1: refers to those that have attended any of the educational institution that provide 
formal education but have finished their education  
2: refers to those that have never attended any of the educational institution that 
provide formal education  
 
      In relation to literacy rate, a sizeable proportion of the population in 
Malaysia was also poorly educated. For example, in 1998 the percentage of 
the workforce with no formal education was 13.3% (Department of Statistics, 
1999)3. According to the Population and Housing Census of Malaysia 2000, 
there were 273,757 Malaysian citizens age 10 -39 years old that never 
attended school in the year 2000 (2.3% of the people in this age group); 
743,930 age 10-19 years old that have completed schooling (15.9%); and 
2,294,299 age 15-39 years old that do not have any school certificate (24.6%)4 
                                                 
3 13.3 percent with no formal education and 35.2 percent with only primary education. As a 
comparison, in 1994, the percentage of workforce with only primary education or lower in 
Singapore was 43.2 percent. 
4 implying that they never even finished lower secondary. 
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Labour participation for the lower education group is also lower (54% - 65%) 
compared to those in the higher education group (67% - 89%).5  
 
      All these figures suggest that there is a strong case for strengthening 
primary and secondary education. At the primary level, not all year one school 
children complete six years of primary education. O the quality front, there 
exist wide differences in academic and co-curricular achievements according 
to school types and location. At secondary level Pertinent issues are significant 
attrition rate of students from Form 1 to Form 5 (20% for 1996 – 2000 cohort), 
and low participation rate in the science stream (27.7% for the year 2000) 
which is far from the targeted ratio of 60 percent6.  In the year 2000, 
Malaysia’s secondary education enrolment lagged behind that of the Asian 
NICs and the developed countries (Table 3). For example, the average 
percentage of age group enrolled in secondary school was only 70 percent for 
Malaysia, compared to about 88.8% for Australia, 95% for the United 
Kingdom, 101% for Japan and 88% for the United States.  
 
      Primary schooling or less may suffice for lower level manufacturing 
involving simple tasks, but secondary education and above will be required for 
medium and high level manufacturing which the country is aiming for. In 
addition to increasing the enrolment rate, the quality aspect of education also 
need to be emphasized. There is a also need to shift the focus away from mere 
tote learning of facts to a more critical understanding of analytical concepts 
and technical knowledge (Asian Development Bank 2003). According to 
United Nation Development Programme, Malaysia faces a peculiar 
phenomenon rarely found in other countries where females far outnumber 
males in obtaining secondary and tertiary education7. Both males and females 
get equal opportunity to get access to education, but the dropout rate is very 
much higher for males. Currently females made up between 60 – 70 percent of 








                                                 
5 Estimated based on Labour Participation Survey 2004, Department of Statistics, Malaysia.  
6 Source: Dato’ Abdul Rahman Idris, Panel Discussion: Challenges For Educational Sector. 
Conference on Progress & Challenges in Human Development in Malaysia: Ideas for The 
Ninth Malaysia Plan 11 – 12 July 2005: www.fep.um.edu.my/abdulrahman.doc 
 
 


















grade 5 (% 






States   
92 88 - - 0.99 
Australia 97 88 47.5 - 0.99 
Japan 100 101 45.1 100 0.94 
Korea 100 88 49.0 100 0.97 
Indonesia 92 54 - 89 - 
Malaysia 93 70 41.2 87 0.83 
Philippines 94 59 - 76 0.89 
Singapore 96 - - - 0.91 
Thailand 85 - 48.1 - 0.86 
Hong Kong 98 74 - 100 0.87 
United 
Kingdom 
100 95 56.3 - 0.99 
Source: +UNESCO Institue of Statistics Database, Education,  
http://www.uis.unesco.org 
             * Human Development Report 2005 
Note: Enrolment ratios are gross enrolment/population in relevant age group. 
 
 
(ii) Tertiary Education and Skilled Workers  
 
In general the objectives of Malaysian higher education are to meet the 
manpower needs of the country, and building a progressive society towards 
science and technology (Malaysia 1971). Traditionally, the Malaysian 
government has been the sole supplier of higher education in the country. But, 
since 1996, with the passing of the Private Higher Education Act and the 
government efforts towards making Malaysia a centre of educational 
excellence, there has been a tremendous increase in the number private higher 
education institutions in the country. In 2005 there were a total of 22 
universities and 17 university colleges in Malaysia (Table 4). Looking at the 
trends of educational development in Malaysia in the past decade, we find that 
the number of people enrolled in the first degree had increased significantly. 
The total enrolment in first degree had increased from 79104 in 1995 
(Malaysia, 1996), to 322,917 in 2005 (Table 5) representing about 400% 
increased in this period.  With greater access to tertiary education, the 
participation rate of the 17 – 23 age cohort increased from 25% in 2000 to 
27.9% in 2000 (Malaysia 2004).  Malaysia’s target is to raise tertiary 
enrolment to 40% by 2010 (Malaysia 2006). Undoubtedly, in comparison with 
selected countries, Malaysia’s tertiary enrolment is still much lower than many 
 8
developed countries, NICs and even several South East Asian countries8. So, 
there is indeed a need to increase tertiary enrolment.  
 
 
 Table  4: Higher Education Institutions 1, 2000 & 2005 
INSTITUTION  2000 2005 
PUBLIC  
        University 11 11 
        Universitiy College 0 6 
        Polytechnic 11 20 
        Community Collge 0 34 
Total 22 71 
PRIVATE  
        University 5 11 
        University College 0 11 
        Branch Campus 3 5 
        College 632 532 
Total 640 559 
TOTAL 662 630 
 Source: Malaysia (2006), Ninth Malaysia Plan, Table 11-5, page 244 
Note: 1 refers to university, university college, branch campus, college, polytechnic 
and community college 
 
 
Table 5: ENROLMENT IN TERTIARY EDUCATION INSTITUTIONS 
BY LEVELS OF STUDY 2000 - 2010 
                                   Number of Students 
2000                  2005                    2010  
Total  Public  Private  Total  Public  Private  Total 
Certificate 105570 37931 94949 132880 141290 143480 284770 
Diploma 208454 98953 131428 230381 285690 188680 474370 
First Degree 230726 212326 110591 322917 293650 134550 428200 
Masters 26181 34436 4202 38638 111550 5770 117320 
PhD 3490 6742 140 6882 21410 270 21630 
Total 574421 390388 341310 731698 853590 472750 1326340 
Source: Malaysia (2006), Ninth Malaysia Plan, Table 11-6, page 245 
 
      However, it is not merely quantity that matters. While efforts is being 
made to increase the output of graduates from tertiary institutions, the quality 
aspect and program relevancy also need to be considered.  It is a paradox that 
in spite of the need to increase the output of graduates, the problem of 
graduate unemployment is prevalent. The expansion of higher education has 
                                                 
8e.g. the tertiary enrolment rate for the year 2002/2003 was only 29% compared to 83% for the 
United States (83%), 64% for the United Kingdom, 51% for Japan (51%), 85% for South 
Korea, 38% for Thailand and 30% for the Philipines 30%. Source: 
(http://www.uis.unesco.org). 
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produced an increase in the number of graduates entering the job market and 
led to the problem of unemployment. It was reported that there were about 
60,000 unemployed graduates between the year 2005 to the middle of 2006. 
Graduate unemployment is not new. Many countries like India, Indonesia, the 
Philippines, United Kingdom, Western Europe and the United States have 
problems of graduate unemployment.  Malaysia too had faced this problem 
before, in the mid seventies and early eighties, but the problem now is more 
severe. One of the causes of the problem is excess of supply, in particular the 
mismatched between the types of qualifications/skills supplied and those 
demanded in the job market.  According to a report, there were two distinct 
types of disequilibria in the market for skills – skills shortage (the insufficient 
quantity) and mismatch or skills defiency (quality)9. A survey by Malaysian 
Employers Federation on 200 companies in 2003 shown that 67.5% of the 
respondents reported that they faced difficulties in filling certain vacancies, 
and hard to fill positions mainly occurred within Technical/Engineering 
section (33.5%), followed by Production/Operations (19.9%), 
Finance/Accounts (11.8%), Sales/Marketing (11.3%) and Information 
Technology (7.2%). (ibid) 
 
      The quantity issues resolved around meeting the target 60 percent students 
in science and technology, and ensuring the enrolment ratio in various levels 
of studies (certificate, diploma and degree programs) matches the demand for 
skilled and semi-skilled workers. Given the need for sciences and technology 
oriented graduates in the economy, the small proportion of science and 
technical graduate at tertiary level is inadequate. The enrolments and outputs 
from local universities were still skewed to the arts and social sciences. For 
example in the period 1985-2000 the output of arts graduates was 52 percent 
of total graduates, whereas the science graduates and technical graduates 
accounted for about 29 and 19 percent of total graduates respectively. Despite 
efforts made to increase science and technical manpower disparities still 
continue to exist between the types of manpower produced and that is required 
by the nation. So, appropriate steps need to be taken to rectify this problem.   
 
      (iii) Promotion of Creative Thinking and A Learning Culture  
 
      In contemporary economy, knowledge is playing an increasingly important 
role and is the sources of competitive advantage for individuals and nations. 
There is hard evidence to suggest that individuals and firms that adjust and 
innovate are the ones that survive and thrive. However, it has often been 
argued that Malaysia’s education system is too exam oriented, promotes 
uniformity and inflexible mindset rather than creativity and individualism. 
Given the importance of creativity and new ideas in the knowledge-based 
economy, the biggest challenge for our education system is the extent to which 
it stimulates creative thinking and entrepreneurship. The same is also true for 
the society in general. As knowledge is embodied in human being, one way to 
enhance the knowledge base of the society is to make it possible for more 
                                                 
9 Source: Asian Development Bank, http://www.adb.org/Documents/Books/AD6/2003). 
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people to acquire knowledge and create a learning culture in our society 
through lifelong learning. The rapid rate of accumulation of new knowledge 
and the fast pace of technological change will mean a need for regular 
knowledge updating and skill upgrading among the workforce. According to 
International Labour Organisation (ILO) (1996:7), “knowledge is doubling 
every 7-10 years. The resultant relatively rapid obsolescence of knowledge 
and skills has implications for human resource development” Constant 
upgrading of skills and adaptability of workers and enterprises to new market 
opportunities are the essential features of long-term prospect. To keep pace 
with all these developments, the country’s workforce needs to learn and 
acquire new skills and technology through continuing education and training 
at all levels. The most important challenge is developing a culture of learning - 
fostering the love for knowledge and commitment toward continuous learning. 
As been said by Alvin Toffler, the present illiterate are those who cannot read 
and write, but the future illiterate will most likely be those who cannot learn, 
unlearn and relearn.10   
 
4. Conclusion  
  
    Knowledge is embodied in human beings and their works, so investment in 
human capital is very important. Undeniably Malaysia’s education system and 
educational level are among the best in the developing countries, however, 
there still many shortcomings and  rooms for further improvements To move 
to higher value-added industrialization and services and become competitive, 
requires a good education foundation and a ‘learning society’. 
Competitiveness of both nations and enterprises now depend on their capacity 
to add value to global economic products, services and processes.  The new 
global economic scenario require workers who are flexible, adaptable, quick 
learners, critical thinkers and above all else, problem solvers. Ultimately it is 
the human resource of a nation not its material resources, that determine the 
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